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a» aatbe 
KEY URUGUAYAN ECONOMIC INDICATORS 
(All values in US$ millions calculated at financial exchange rate) 


1978/79 1979/80 
1979 4% Change 1980 % Change 


Exchange Rates: 1/6/ Commercial 1 US$ = 7.86 + 29.7 9.10 + 15,8 
1/6/ Financial 1 US$ = 7.85 + 28.9 9.10 + 15,9 


INCOME, PRODUCTION AND WAGES 


GDP at Current Prices 7,292 ‘. N/A 
GDP at Constant 1961 Prices 2,207 N/A 
Per Cap. GDP, Current Prices (dollars) 2.953 * N/A 
Industrial Production Index 2/ 165.9 : N/A 
Agricultural Production Index 2/ 111.0. é N/A 


MONEY, PRICES, FISCAL PERFORMANCE 


Money Supply (M3; New Peso Value, 

as of Dec.31)7/ 18, 367.8 5: 26;922;0 +1 
Consumer Price Index (1968=100) 8/ 14,724.4 -l 16,662.9 +1 
Fiscal Deficit or (Surplus) as Z% of 

Expenditures) 7/ (1.5) a) (33.3)  +2,120.0 
Public Invest. (as % of Expend.) 7/ 12.5 i 14.1 + 12.7 


TRADE AND EXTERNAL ACCOUNTS 


9 
«2 


Net Gold & Foreign Exch. Reserves 3/7/ 891.7 ; 1,001.0 
Foreign Debt 4/ 1,682.4 a N/A 
Annual Debt Service 5/ 164.7 ; N/A 
Balance of Payments: 
Goods, Services, Transfers (Net) 160.0 26. N/A 
Capital Account. (Net) 227.8 ’ N/A 
Balance of Trade: 
Exports (FOB) 8/ 788.1 + 
Imports (CIF) 8/ 1,206.3 + 
Exports to U.S. 8/ 83.0 ~ 
Imports from U.S. 8/ 111.1 + 


9 178.2 6. 
-3 344.6 70. 
0 14.5 7. 
0 32.4 +129. 


8 
7 
6 
8 
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Main 1979 Exports to U.S. (Data as of March 1980 in brackets): Frozen Fish 10.8 (2.6); 
Leather Handbags 3.9 (0.2); Leather Wearing Apparel 15.8 (2.3); Woolen Wearing 
Apparel 15.9 (1.0); Shoes 4.3 (0.1) 

Main 1979 Imports from U.S. (Data as of March 1980 in brackets): Machinery and 
Transport 35.8 (11.4); Chemicals 33.3° (8.8) 


Footnotes: 
1/ The commercial rate is used for import/export transactions and the financial 
rate was determined by the floating foreign exchange market 
Physical volume index based on 1961 = 100 
Of the official Central Bank and Bank of the Republic; gold valued at $155 
per troy ounce as in official data 
Of the banking system, official and commercial 
Interest and amortization on both public and private debt 
1980 data: average of Central Bank estimations for the year 
1980 data as of February 
1980 data as of April 
1980 data as of March 


Source: Central Bank of Uruguay 





SUMMARY 


Last year gross domestic product (GDP) grew in real terms by 8.4 percent, 
the highest growth rate in many years, but inflation grew by over 83 per- 
cent, the highest rate since 1974. Investment continued to increase as 

a percentage of total income but social costs connected with such an 
investment increase, i.e. a drop in real wages, also increased and 
sharpened the problems which are inherent in the structural changes 
which Uruguay's economy is undergoing. 


OVERVIEW 


The Government's economic policy can be summarized as "exports, invest- 
ment and growth." Within these limited objectives considerable progress 
has been made. Of even more fundamental importance, however, is the 
Government's resolve to change the whole fabric of the economy from an 
inward looking, highly protected economy emphasizing consumption, to an 
outward looking economy emphasizing investment and relying on comparative 
advantage and foreign capital inflows to overcome balance-of-payment 
constraints on sustained growth. 


Considerably more liberalization has taken place in the financial field 
than in commerce and industry. Still, liberalization in the latter two 
fields has advanced far enough to cause serious practical problems to 

the Government. For instance, the Government is resisting pressures from 
the livestock and meat-packing industries for government measures to 
overcome low prices because it does not want to interject itself in a 
sector which was freed from government controls in August 1978. 


On the other extreme, the Government tried to inject a factor of imported 
competition into the highly protected automobile assembly industry in 
order to lower prices. This sector is now in an uproar with all types 

of dire consequences predicted for this small but important local industry. 


The above two examples, one involving an industry which has minimal 
government controls but which wants more, and another involving a sector 
with many government controls and which is objecting to increased competi- 
tion, exemplifies the problems which will be faced by the Government to 

a greater degree during the next -few years, particularly as import duties 
continue to be reduced down to a maximum level of 35 percent by 1985. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Inflation. The major disappointment in 1979 for the Government was the 
83.6 percent increase in the Consumer Price Index (CPI)- This rate 

of increase compared to 46 percent in 1978 and was the highest since 
1974's increase of 107 percent. The major reasons for the sharply higher 
inflation rate in 1979 were: 





the elimination of government subsidies and government price controls 
on many basic consumption items such as beef; 


the increased demand, primarily from Argentine activity, both in basic 
consumption items and in real estate and construction speculation; 


the impact of imported inflation due to higher prices for petroleum 
and other inputs; 


the depreciation of the Uruguayan peso (by almost 20 percent compared 
to the dollar during 1979); 


the bottlenecks that developed due to the sharp increase in industrial 
production during 1979; 


the build-up of foreign exchange reserves, which in the absence of 
restraints by the Central Bank are readily monetarized, although its 
impact is difficult to quantify. 


The Government hopes to reduce the CPI increase during 1980 to about 50 
percent. Through April, the CPI increased by 13.17 percent, compared to 
an increase of 18.65 percent during the same period last year. If this 
trend continues for the rest of the year, the Government will come close 
to meeting its objective. 


The expectation of a lower inflation rate is based on several factors: 
a) a tapering off in the growth of demand from Argentina; b) a lower 
international price for beef; c) a drop in construction activity; 

d) a continued reduction in import duties. Despite the Government's 
policy of opening the Uruguayan economy to outside competition and of 
reducing import duties, the economy still is relatively closed because 
of redundant protection. Therefore, excess demand will continue to be 
reflected largely in domestic prices. 


Because the Government kept minimum wage increases below the rise in the 
CPI, real wages (based on minimum wages) fell last year by 14 percent. The 
Government claims high employment, a record low unemployment level and 
higher than minimum wages paid by the private sector partly offset the 
drop in real wages. 


Growth. Gross domestic product (GDP) grew in real terms by 8.4 percent 
during 1979, an exceptionally good performance for Uruguay. In 1978 GDP 
growth was 3.9 percent and at a lower rate during previous years. All 
major sectors shared increases but construction (+20 percent) showed the 
largest increase. Even agriculture showed some real growth as higher 
prices for livestock more than offset a decline in farm crops due to a 
severe drought. Industrial production grew by 10 percent. 


GDP this year is expected to grow by 5 percent. Based on preliminary 
figures for the first three months of 1980, growth is running at 6 percent 





per year. Such a level would still be above the long-term growth 
trend. The lower growth rate is based on expectations that construc- 
tion will not increase as much as last year and that the stimulus 
provided by Argentine demand from tourists and from exports will 
decrease compared to last year. 


Foreign Trade. Last year was a boom year for Uruguay's foreign 
trade. Exports ($788 million) increased by 15 percent while imports 
($1,206 billion) went up by 59 percent. The resulting trade deficit 
of $418 million was the highest in Uruguay's history. 


Nontraditional exports continued to be the most dynamic component 
with an increase of 30 percent. Particularly strong export growth 
was shown by rice, fish and leather goods. Among the traditional 
exports, beef showed an increase in value (from $94 million to $103 
million) on lower export volume, while wool fell from $132 million to 
$101 million, reflecting a buildup of domestic stocks to more normal 
levels. 


Imports surged to the highest levels in history. This was due to 
higher economic activity, higher prices for petroleum and other 
imports, large capital goods purchases (including farm machinery) and 
a significant relative decline in import prices due to the slow de- 
preciation of the peso. 


Import taxes were also lowered. Almost all categories of imports 
showed gains and many more categories of goods were imported. The 
diversification of imports was due to the decrease in import duties 
on capital and consumer goods instituted during 1979. 


Despite a record trade deficit, the authorities intend to continue 

with their liberalization of imports. Custom duties are to be reduced 
gradually during 1980-84 until a maximum rate of 35 percent is reached. 
During 1979, duties on some food products, consumer goods and machinery 
not produced domestically were immediately reduced to 35 percent to 
combat inflation. The highest import surcharge was reduced from 150 
percent to 100 percent and subsequently to 90 percent. Imports of 
capital goods, for which there are no domestic substitutes, were made 
subject to only a 10 percent minimum surcharge and to reduced port fees. 


Preliminary results for the first quarter of 1980 show exports at $178 
million ($167 million in the same 1979 period) and imports at $344 
million ($202 million in 1979). This year's first quarter trade deficit 
was $166 million compared to $35 million during the same 1979 period. 
Crude petroleum imports went up from $42 million to $86 million, while 
other petroleum imports increased from $4 million to $14 million. A 
sharp increase was also shown in transportation equipment which in- 
creased from $21 million in 1979 to $43 million this year. 





Based on first quarter results, 1980 shapes up as another record trade 
deficit with exports showing little growth and imports up sharply. Some 
observers expressed concern regarding the sharply higher trade deficit 
but government spokesmen disagree. They emphasize that petroleum imports 
(one-third of total imports) represents a large part of the surge in 
imports while luxury imports have gone up very little. Most of the 
increase has been in intermediate and capital goods representing sharply 
higher private sector growth and investment The investment/GDP ratio 
went from 12 percent in-1974 to 22.2 percent in 1979. 


Balance of Payments. Another factor strengthening confidence that such 
a large trade deficit is manageable is the favorable development of the 
balance of payments. In 1979, despite a current account deficit of about 
$335 million (equal to about 4.9 percent of GDP), an increase over 1978's 
total of $127 million (2.7 percent of GDP), net foreign exchange reserves 
of the Central Bank went up by $63 million. Last year showed a record 
capital inflow, much of it from private sources and from suppliers' cred- 
its to the private sector. A swing in services account from a deficit to 
a sizable surplus (due to Argentine tourist expenditures) also helped in 
increasing reserves. 


So far in 1980, net foreign exchange reserves of the Central Bank have 
increased by over $100 million to $860 million by the end of May. This 
figure includes 3.3 million ounces of gold valued at $155 per ounce. 

If this gold were given a value closer to the world market price of gold, 
foreign exchange reserves would total over $1.8 billion, quite a comfort- 
able margin, equal to well over one year's import total and also probably 
exceeding total foreign debt. Foreign debt service as a percentage of 
total exports of goods and services is still relatively low. 


Fiscal Performance. A major improvement in Central Government revenues 
was achieved. During 1979 the Government registered a small surplus, the 
first in many years. Taking in autonomous government entities, etc., it 
is estimated the public sector as a whole was near equilibrium in 1979, a 
major achievement for Uruguay. This fiscal improvement was due to greater 
increase in revenue collections, controls on expenditures and an increase 
in wages and salaries for the public sector below the increase in domestic 
prices. Such fiscal balance should assist greatly in helping to decrease 
inflation. 


In 1980, the budget is continuing to show a sizable surplus during the first 
few months of the year. The Central Government's objective is not to have 
too large a surplus. It has already announced tax forgiveness totalling 

$50 million. If revenues continue to increase, it will continue reductions 
but might still wind up with a surplus as it did last year. 


Monetary Policy. During 1979, there was a very rapid growth of money and 
credit which fueled inflation. There were very large increases in banking 





system liabilities to the private sector (+76 percent) and in total : 
bank credit (+109 percent). Since the fiscal situation improved sub- 
stantially (see above), all of the growth in credit was to the pri- 
vate sector. 


The very large increases in money and credit were due mainly to large 
foreign capital inflows responding to high interest rates and the 
Government's devaluation policy. Since interest rates were high in 
nominal terms (they were negative in real terms) and the Government's 
devaluation schedule was announced six months in advance, foreign 
private capital flowed in to take advantage of the slow devaluation 
pace. After a brief attempt to restrict its devaluation announce- 
ments to a monthly basis, the Government returned to a six-month 
advance devaluation schedule basis. / 


The rate of peso devaluation vis-a-vis the dollar during January-June 
was 6 percent. For the rest of the year the rate will be 12 percent 
for a total devaluation rate of 18 percent for the year (20 percent 
in 1979). By the end of 1980, the New Uruguayan Peso will be at 
N$10 = $1. Exporters are complaining bitterly the peso is greatly 
overvalued, and they will not be able to continue to export. While it 
speeded up the devaluation rate during the second half of 1980, the 
Government is adamant that a more rapid devaluation is not a real 
solution for exporters’ problems. It claims it is only a short-term 
assistance while increasing costs of imports for all consumers. 


Uruguay continues to maintain an excellent credit rating with inter- 
national financial institutions and with foreign commercial banks. 
Foreign exchange reserves are at record levels and the servicing of 
the foreign debt is not a problem. 


Future Government Policy. The Government remains committed to a 
liberalization of the economy and the achievement of sustained growth. 
Considerable progress has been made in modernizing the econofly and 

in freeing it from excessive government intervention and controls. 

At the same time, while the Government is aware of the progress made, 
it also realizes the considerable social costs entailed as real wages 
fall and as consumption drops in order to increase investment. As 
self-sustained growth is achieved, some of the social costs incurred 
can be lessened by diverting part of increased production back to 
those sectors which have suffered most. As political elections come 
closer, this compensating trend can be expected to develop and to 
quicken. 


Since the Government realizes Uruguay must depend for self-sustained 
long-term growth on outside markets (due to its very small size), 
discussions are now starting regarding the establishment of a customs 
union with Argentina. This could have a profound impact on the Uru- 
guayan economy and on foreign investment, depending on how far it 
ultimately evolves. In the short term, also it could significantly 
affect specific sectors. 





IMPLICATIONS FOR THE UNITED STATES 


Uruguay is a limited but growing market for U.S. exports. In 1979 our exports 
increased by 23 percent to $111 million. While still a small part of total 
imports (11 percent in 1979), our exporters should continue to benefit from 

the liberalization, modernization and growth of the Uruguayan economy. Our 
ability to expand our share of the market is inhibited by exporters from 
Brazil and Argentina, who enjoy lower transportation costs, quicker delivery 
times, better credit terms and préferential import duty rates under the 

Latin American Free Trade Association system. 


The opportunity for U.S. exporters lies in the diversification of imports and 
in the widening of the production horizon for Uruguayan exporters. After 30 
years of import restrictions, Uruguayans have now started to diversify their 
imports. This trend is strengthened by the gradual decrease in maximum im- 
port duties to 35 percent by 1985. As excessive protection is decreased, 
hereto unavailable items will start to enter the country. Since Uruguay has 
a relatively high per capita GNP, many items in demand are similar to the 
ones sold in the U.S. Uruguay now has an outward facing economy which must 
compete on the world market. Modernization of existing production thus 
provides still another opportunity for our exporters. 


Because of size limitations, the Government realizes that production horizons 
must be broadened, and it is doing so through exploration of a customs union 
with Argentina. - Although it can be expected that such a development will be 
gradual, successful negotiations would fundamentally change the Uruguayan 
economy and make it more attractive in many areas for U.S. exporters and 
investors. 


Despite these possibilities, the Uruguayan market is not easy for our export- 
ers. Although the EXIM bank is active in financing exports to Uruguay, Brazil 
and Argentina offer better credit terms. Also, it is essential to have an 
efficient local representative in Uruguay to increase sales here. (It is not 
advisable to t®y to cover the Uruguayan market from Buenos Aires or Sao Paulo, 
as many U.S. firms try to do.) 


Patience and flexibility are other requirements. Nothing happens very quick- 
ly in Uruguay. Major projects take a long time to develop. Since its credit 
rating is excellent, Uruguay can get loans from any number of sources. and this 
sometimes slows the decision making process further. Uruguayan businessmen 
prefer smaller output machines which have enough flexibility to do several 
operations instead of just one specialized operation. 


The possibilities of increased sales should be attractive to U.S. exporters 
who are prepared to adjust to Uruguay's small size in order to be in a favor- 
able situation to take advantage of Uruguay's possible future integration with 
Argentina. 


* U. S. GOVERNMENT PRINTING OFFICE : 1980—311-056/299 





